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Providing all the citizens with equal public goods is one of the contemporary 
government’s functions, however, the ability to provide public goods depends on the 
fiscal ability of local governments. To provide residents in different regions with 
basically equal public goods, central government usually balances regional 
governments’ fiscal ability through transfer payment. However, few people care about 
factors besides fiscal system contributing to difference in regional fiscal ability during 
the Chinese urbanization. The concentration and spread of industries during 
urbanization influence the flow of regional tax bases, and the inflow or outflow of tax 
bases have great impact on regional government’s fiscal ability. Therefore, 
urbanization causes space spillover effects on regional fiscal ability through industry 
interactions between regions. 
The paper firstly analyzes the difference in regional fiscal ability in China and 
the results show that taxation contributes over 60% to difference in regional fiscal 
ability. By combining unbalanced growth theory, industrial cluster, theory of regional 
economic development and rule of urbanization, the paper proposes the hypothesis 
that urbanization causes spatial spillover effect on difference in regional fiscal ability. 
On this basis, the article utilizes panel data of 31 provinces from 2000 to 2012 to test 
the spatial effects that urbanization has on difference in regional fiscal ability. The 
results indicate that urbanization’s impact on local per capita income appears 
U-shaped, meaning that during urbanization, per capital income firstly decreases and 
subsequently increases with apparent inflection point. Urbanization has positive 
spatial spillover effect on per capital income, indicating that under current 
urbanization in China, though polarization effect and trickling-down effect coexist 
during regional interactions, trickling-down effect dominates the polarization effect. 
By testing through different space weighted matrix, the test result proves to be robust. 
Finally, according to the research output, we propose to promote industry 
complementation and avoid homogeneity during urbanization as well as policy 
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